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FINANCIAL HIGHLIGHTS 

Years ended December 31, 1976 and 1975 


Net sales. 

Earnings before income taxes . 

Income taxes . 

Net earnings. 

Depreciation charged to operations 
Shares outstanding . 

Per Share 

Earnings before income taxes . 

Income taxes . 

Net earnings. 


1976 

$ 151 , 801,000 
29 , 701,000 
14 , 171,000 
15 , 530,000 
2 , 672,000 
19 , 112,000 


$ 1.55 

.74 

$ .81 


1975 

138.250,000 
23,130,000 
1 1,226,000 
1 1,904,000 
2,259,000 
19,1 10,000 


1.21 

.59 

.62 
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ANNUAL MEETING 

Dr Pepper Company’s annual meeting of 
shareholders will be held at 10 a.m., Tuesday, 

April 19, 1977 in its international headquarters 
at 5523 East Mockingbird Lane, Dallas, Texas. 
Formal notice of this meeting, proxy and proxy 
statements were mailed with this report on or 
about March 1 1, 1977 at which time proxies were 
solicited by management. Record date for the 
annual meeting was March 1, 1977. Information 
published in this annual report is solely for the 
benefit of Dr Pepper Company stockholders. No 
statement in this report is made for the purpose of 
inducing the purchase of securities issued by 
the Company. 
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President’s Message 


With sales and earnings at record levels, 1976 was 
one of the most exciting years in Dr Pepper 
Company history. Net sales of $ 1 51,801,000 
reflected a 9,8% gain over a healthy 1975 figure. 
Earnings rose 30% to $ 1 5,530,000 and your 
investment in Dr Pepper yielded a dividend of 400 
per share; also a record for annual earnings 
returned to shareholders. This sustains a 
management objective to return approximately 
60% of previous year's earnings. The fourth quarter 
payment represented the 188th consecutive 
quarterly dividend. 

Shareholders have increased in number 
dramatically in recent years and at the end of 
1976, more than 20,000 investors of record 
owned shares of Dr Pepper stock. This is almost 
twice the figure of only six years ago. 

For the 19th consecutive year, Dr Pepper 
continued a steady climb in unit sales in 1 976, 
thus sustaining a historical growth rate that 
outpaced the industry. Purchases of Dr Pepper 
and an accelerated acceptance of Sugar Free 
Dr Pepper have increased national market shares 
of both brands to record high levels. 

To strengthen Dr Peppers position in every 
marketplace during 1976, well-planned programs 
gained wider brand awareness through more 
dynamic advertising and promotion programs. 
Distribution and availability through our franchise 
network of 495 bottlers improved greatly in 1 976. 

Important new franchise opportunities, completion 
of plans for a combined production/distribution 
facility for Dallas/Fort Worth franchises, improved 
profit margins and a stronger corporate 
management team were major highlights. 

Acq.yisitioil_of_the Pepper B ottling _Co. of_ 

Southern Calif ornia on Fe bruary 23, 1977, is a 
major move by your company in carrying“ont_a 


m ore aggres sive oonc v and progr a m for 
accelerated development of Dr Pepper salesjr^all 
sectlorrs^oFTFecou ritry At J±ue je n d of Decem ber. 



We are excited over the prospects for future 
growth and we are determined to aggressively 
develop the tremendous untapped potential for 
Dr Pepper sales. 


Dr Pepper is still the most original soft drink ever, 
and its_unique flavorjs captivating a loyal segment 
of soft drink consumers. That segment is growing. 
With growth comes opportunity and while 
potential for Dr Pepper is boundless, the future 
also brings challenges. 

On the FTC complaint against the franchise 
system, there has been no further action to report 
since my last message to you in our 1975 Annual 
Report. We remain optimistic that the matter will 
finally be settled in our favor. 

Consumers continue to show a growing 
preference for convenience packages. Your 
company’s position is that we want to provide 
consumers with Dr Pepper in packages of their 
choice as long as the packages deliver the 
product in a pure, wholesome form and protect 
the original and unique taste of Dr Pepper. 

In 1976, four states held referenda proposing 
discriminatory taxes on one-way beverage 
containers. Two states, Colorado and 
Massachusetts, defeated this issue, and Michigan 
and Maine voters passed bills. We have fought 
this unfair legislation in the past. We will continue 
to work with our national association, government 
agencies and other interested parties to develop 
positive solutions to the solid waste problem. We 
believe a much more equitable solution can be 
found than the discriminatory legislation that has 
been advocated by many groups. 

Dr Pepper Company is grateful for its shareholder 
encouragement and support. Appreciation is also 
extended to our directors, employees, bottlers 
and consumers. Their combined efforts continue 
to point the way to greater Dr Pepper success 
stories. Your company management was 
optimistic that 1976 would produce favorable 
results. We are equally enthusiastic about the 
outlook of 1977 and succeeding years. 

0 - J &Z 

W. W. Clements 

Chairman of the Board and President 










































Marketplace Growth 


In 1976, Dr Pepper products were purchased by 
more consumers and in greater volume than ever 
before in the company's 9 I-year history. Improved 
distribution in existing franchises and aggressive 
expansion of brand awareness by new franchisees 
resulted in record gailonage sales of Dr Pepper and 
Sugar Free Dr Pepper. 

The industry's strongest network of franchise 
bottlers i ncrea sed availability of Dr Pepperjprodjjcts 
to 212.5 million Americaris. Franchise ownership 
change^proauced significant progress in 
distribution programs in several US. markets, 
including Detroit, Mich.; Beaumont and Childress, 
Tex.; Lake Charles and Lafayette, La.; Fort Smith, Ark.; 
Jackson, lenn,; Bellaire, Ohio and Trinidad, Colorado. 
At the end of 1976, Dr Pepper had a total of 495 
franchised bottlers. 

Two new Canada markets, Exeter, Ontario and 
Whitehorse, Yukon Territory, were introduced to 
Dr Pepper last year bringing to 17 the number of 
plants manufacturing or distributing Dr Pepper in 
that country. 

In April, 1976, Dr Pepper entered its first European 
market in Malta through a franchise agreement with 
Simonds Farsons Cisk, Ltd., an internationally 
renowned maker of soft drinks and beer. An 
extensive sampling campaign supported 
Dr Peppers debut to this Mediterranean nation of 
some 300,000. Product acceptance has been 
excellent 

Last December marked Dr Peppers third year in the 
Japan market where heavy sampling and special 
events promotions continue to gain exposure for 
the relatively new soft drink. Marketing programs 
this year will be strengthened with continued 
emphasis being placed on both cold and hot 
Dr Pepper sampling. 

Dr Pepper Company's four Texas subsidiary plants in 
Dallas, Fort Worth, San Antonio and Waco made 
important progress in both sales and profits during 
the past year. For the sixth straight year, Waco was 
the worlds top Dr Pepper per capita consumption 
market. 

To keep pace with sales demands in the growing 
Dallas/Fort Worth metroplex, Dr Pepper Company 
will soon begin construction of one of the industry’s 
largest production and distribution facilities (inset 
photo, left). Contracts were signed in February, 1977 


to start building a central production center that will 
combine current Dallas and Fort Worth Dr Pepper 
manufacturing operations. Both plants have reached 
near-optimum capacity to service a trade 
population of nearly three million. 

The 343,000 square foot complex will be on a 
45-acre tract in the Dallas suburban city of Irving. 
When completed in spring, 1978, the new plant will 
provide a more efficient system for producing all 
type package products, incorporate better, 
cost-saving delivery systems and enable planned 
expansion for future market growth. Five bottling 
lines will have a production potential of 1 5 million 
cases annually. The Irving center is Dr Peppers first 
major subsidiary expansion since 1963. Cost of the 
new complex, including land, is estimated at $ 1 5 
million. It will be financed internally. 

On February 23, 1977, shareholders of the 
Dr Pepper Bottling Co. of Southern California voted 
to approve a tax-free merger resulting in the 
exchange of eight-tenths share of Dr Pepper 
Company common stock for each common share of 
Dr Pepper Bottling Co. of Southern California stock. 

Temtory s erviced by t he West C oast operation 
enc omp asses the major metro mariTels^'oTTo^ 
Ange les a nd SarTPi^o^arndi^ 
about 1 1 miliiorTWithT^adquarteTs in GarcTena (Los 
Angeles County), the Dr Pepper Bottling Co. of 
Southern California is one of the largest volume 
users of Dr Pepper syrups and concentrates for 
bottle, can and fountain packages. 

A special contract between Dr Pepper Company 
and its Houston franchisee, Union Bottling Works, 
Inc., expired December 3 1, 1976. A new Dr Pepper 
subsidiary corporation. Dr Pepper Bottling 
Company of Houston, Inc., will take over operation 
of the Houston franchise on May 1. The Houston 
market population is nearly two million. 

Addition of Southern California and Houston 
markets as subsidiaries gives Dr Pepper six 
company-owned franchises serving a market 
population of 16.8 million. 













































































































































































































































Marketing 


An essential objective in 1976 was to increase the 
company’s qual itative marketing capability while 
giving better def inition to program strategies. 

Dr Pepper directed that one of its major strategies 
for increased growth would place greater emphasis. 1 
on single drink development in fountain, vending 
and cold bottle accounts. Improved sales 
strength ened Dr Peppe r's number threej sajgs 
r anking in those specific areas. 


F^rli^r taef if rprocrniTpH that ch'mi itafpH 



DcPepper were marketedjind^^ep^ateJ?rand 


strategies and le aders hip. Accordingly, two 
management groups were established and staffed 
to implement brand marketing programs. 


Marketin g objectives for each brand capitalize on 
the unique strengths of each product aTid' position 
each brancTa gainst that s egm enT ofth e beverage 
market which provides the greatest~consurfTption. 
Strategies for both regu.ar Dr Pepper and Sugar Free 
Dr Pepper seek achievement of a leadership / 
position within definite regular and diet soft drink j 
categories. I 

To provide an accurate base of knowledge to reach 
marketing objectives, Dr Pepper Company’s market 
research department was increased in staff. This 
allowed for expanded research activities particularly 
in amplifying factors most important to the growth 
of regular and Sugar Free Dr Pepper, Market 
research also increased data available to bottlers 
assisting them in the development of harder-hitting 
marketing plans. 


j in 1_976_agaln had_a growth 
rate that exce e ded the total indu sftv.development 
of ^separate marketing plan for thjsjjro du ct wi ii 
assur e a coFTffnu a tion^6F exceptional gro wth. The 
formulation of Sugar Free Dr Pepper successfully 
masks saccharin after-taste, a problem characteristic 
of many other diet soft drink brands. In some 
markets this taste advantage has given Sugar Free 
Dr Pepper sales volumes equal to those of regular 
Dr Pepper. 


A s tepped- u p sale s promo tion e fforLplayed_an 
important_role in Dr Peppers 1 976 marketing 
pro gram. T hree sales promotion areas 
encompassed consumer, bottler personnel and 
management incentive considerations. 

Aimed at motivating Dr Pepper s target audience — 


^housewives and young people — Cookout 
Amen can a proved tO'be the most successful 
consumer promotion ever in terms of participating 
bottlers and market saturation. Dr Pepper received 
share-of-mind attention through bottler personnel 
incentives awarded for increased sales of Dr Pepper 
products and an upper management travel 
incentive. Exclusive to the industry in concept, the 

1976 travel incentive produced exceptional results. 
More than 165 plants metsales quotas to qualify for 
partial expenses paid on a trip to Vienna. The 
week-long trip and seminar was attended by a plant 
management group of 600. 

Growth in 1976 in the most visible aspects of 
Dr Pepper Company’s marketing programs — 
advertising, packaging, fountain and vending — is 
discussed in following sections of this annual report. 

With company marketing capabilities significantly 
increased and a 1976 sales growth rate more than 
double that of the industry, marketing objectives in 

1977 will aim toward improving communication 
with grocery and fountain trade, testing a fountain 
development program, increasing sales 
performance by reducing the number of plants and 
territory covered by field sales personnel, 
continuation of single drink market development 
and sustained support of the youth market which 
continues to give taste preference and loyalty to 
Dr Pepper products. 

\In February, 1977, Dr Pepper announced the 
company’s first major reorganization in 20 years of 
Isales and marketing departments. Bottler and 
/fountain divisions now are merged into a single sales 
department composed of four geographic regions. 
Within the area concept, 14 sales divisions and 44 
specific market areas will enable operation of a 
marketing team structure to develop the total 
Dr Pepper business potential in bottler franchise 
^ territories. 

Establishment of grocery and fountain trade 
relations departments will communicate the 
Dr Pepper story at the executive level in the 
high-volume trade areas involving national fountain, 
grocery chain and convenience store accounts. 







































































































































































































































































































































































































Advertising 


Throughout 1976, hundreds of millions of visual 
impressions for Dr Pepper were presented to 
consumers via television, billboards and 
point-of-sale advertising. Audio registrations 
generated a wave of radio commercials that 
reached more listeners in more markets than ever 
before. 

The combined advertising program elements 
continued to elevate Dr Peppers highly successful 
campaign of ‘The Most Original Soft Drink” 
Introduced as a new advertising theme in the fall of 

1974, this creative and penetrating brand 
positioning philosophy for Dr Pepper is entering its 
third year. 

To reinforce a m ana gem ent commitment to 
produce^exciting, credible audio and visual 
advertising materials, the company's 1976 national 
advertising budget was increased greatly over 

1975. ——- 

A series of mini-musical TV commercials was 
packaged in two, six-month long pools for use by 
franchise bottlers. Five “original” singing groups or 
individual artists whose influence amplified the 
direction of American music were employed in radio 
commercials underscoring an originality allusion to 
Dr Pepper and its one-of-a-kind taste. Billboards 
continued the theme of “most original” 

Sugar Free Dr Pepper advertising with its resounding 
theme, “It Tastes Too Good to be True; 1 produced 
dramatic response among consumers. While most 
other diet soft drink advertising expressed exclusive 
concern with low or no calorie content, Sugar Free 
Dr Pepper print ads and radio and TV spots 
emphasized a great taste. Sugar Free Dr Pepper 
contains 1/4 calorie per ounce but its impressive 
taste advantage over other diet soft drinks 
gives additional strength to a well-designed 
advertising thrust 

Much of Dr Pepper s advertising budget in 1976 
enabled brand participation in exclusive and shared 
sponsorship of national network TV specials. Large 
audience deliveries of primary, target-age viewers 
(1 3-30 years-old) were apparent by high ratings 
from Dr Pepper sponsored specials including the 
Emmy Awards, Glen Campbell, Happy Birthday, 
America, the Beach Boys, Neil Sedaka and the 
annual holiday season success, New Year's 
Rockin’ Eve . 


Network specials provide tremendous, immediate 
opportunities to reach millions of Americans who 
purchase soft drinks, particularly teens and young 
adults. Last year more than 100 million viewers 
tuned in Dr Pepper-sponsored television specials. 

A new song for Sugar Free Dr Pepper, new copy 
themes for outdoor boards, more contemporary 
radio talent and six new TV commercials will carry 
Dr Pepper’s theme of originality during 1977. 
Network special sponsorship again will play a large 
part in Dr Pepper’s advertising plan. 

The company’s bottler co-op advertising program 
was expanded greatly in 1976. National and co-op 
programs combined to create a base of exposure 
never before achieved for Dr Pepper advertising. An 
internal advertising department has grown to 
include a management and staff capability of 12 
people. That bottler service function is active in the 
development of local advertising plans and 
programs for franchise bottlers. 

Dr Pepper point-of-sale advertising enjoyed 
prestige status in 1976, a year of materials 
consolidation and innovation. Need and want 
objectives received extensive review and item 
inventories no longer applicable were moved out. 
Resul ts of consolidation allowed for development of 
new imagery and a program was made available to 
bottlers and to the restaurant and fast food trades. 

The in-depth research program produced a 
woodgrain look in all clocks and point-of-sale pieces 
and centered around a decorator series module 
concept menu board. 

The 1977 program offers a refined modular concept 
for menu boards, including an illuminated indoor 
model and clocks. The total p-o-s collection evolves 
from the most thorough research ever conducted 
on point-of-sale material at Dr Pepper. 
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Packaging 


To be competitive and remain a viable brand entity 
among thousands of package goods in 
supermarkets, convenience stores and take-home 
accounts of all descriptions, Dr Pepper must be 
adequately packaged. This basic marketing 
objective applies to all consumer segments where 
preferences for a widening variety of packages have 
long obsoleted the single-package concept of 
selling soft drinks. 

In 1976, soft drinks became America’s favorite 
beverage category, outdistancing coffee. Excluding 
vending of cans and bottles, virtually all remaining 
packaged soft drink movement is through retail 
grocery accounts. 

Corollary to Dr Pepper’s single drink development 
effort is a package-conscious consumer response 
resulting in increased multi-package purchases of 
Dr Pepper products. Evidence of this was greater in 
1976 as the rate of increase for Dr Pepper and Sugar 
Free Dr Pepper sales through food stores continued 
to outpace that of the industry. 

Soft drinks continue to be among the top 
profit-producing categories in food stores. Last year, 
total soft drink sales in food stores amounted to 
$53 billion. Soft drink sales through convenience 
stores in 1 976 totaled $657.5 million, or 10.5% of 
total store sales. 

Industry packaging trends continued upward in 
favor of large sizes. In 1976, 16, 32 and 64 ounce 
package sizes accounted for approximately 65% of 
total soft drink ounces sold through food stores. 

Dr Pepper and Sugar Free Dr Pepper large bottle 
case sales showed a 21 % gain over the previous year 
to compare equally with industry growth for the 
same period. 

Total Dr Pepper ounce volume through food store 
sales was up versus 197 5. Much of that Increase was 
attributable to better packaging and pricing. Even 
though retail prices of soft drinks climbed during the 
high sugar cost period of 1974-75, retail prices 
declined in 1976. Today in many markets, 
consumers can purchase large returnable bottles of 
Dr Pepper at a cost-per-ounce comparable to 
prices in the 1 930s. 

Dr Pepper and Sugar Free Dr Pepper have never 
experienced a life cycle. Package sizes have. For 
many years. Dr Pepper was sold only in 6'/2 ounce 
bottles. The product remained exclusively in that 


package until the middle and late 1 950s when 10 
and 1 2 ounce sizes were introduced. During the 
1 960s and the early part of this decade, Dr Pepper 
products have undergone drastic changes in 
packaging mix. 

Dr Pepper bottlers were extremely aggressive with 
the introduction of larger package sizes in 1 976. A 
total of 209 Dr Pepper plants rolled out 277 various 
added packages for Dr Pepper and Sugar Free 
Dr Pepper. Of that number, 210 were 32 and 64 
ounce or one and two liter units. 

More and better bottler programs in 1 977 are 
designed to enhance Dr Peppers packaging mix 
and with those changes will develop new concepts 
for merchandising Dr Pepper in grocery and 
convenience store accounts. One method, used 
effectively lastyear by numerous bottlers, will involve 
beverage store revamps and the use of a vertical 
stack concept of package display for Dr Pepper 
products. This total package presentation will unify 
Dr Pepper products in one specific location of a 
beverage section. 

Can sales for regular and Sugar Free Dr Pepper 
showed remarkable growth in 1976 as leisure time 
purchasers indicated their preference for this 
convenience package available in both aluminum 
and steel. 
















Fountain 


The profound growth of the fast food business in the 
U.S, and other countries in the past decade has 
appreciably increased the consumption of soft 
drinks away from home. Dr Pepper has been a 
substantial participant in that growth and 
opportunities for increased sales and marketshare in 
that trade area are among the company’s greatest 
assets for the present and future. 

During the five years from 1 970-75, sales of all soft 
drink bulk syrup increased over 80% with 1976 
industry sales estimated to be up at least 25%. Fast 
food accounts unquestionably account for more 
than 25% of the soft drink consumption in the U.S. 

Realizing the value of this growing market due 
largely to increased mobility of consumers and their 
recognition of the value of leisure time, Dr Pepper 
began placing greater emphasis on developing fast 
food accounts in 1976. Working on local, regional 
and national levels, Dr Pepper sales personnel have 
gained many new accounts from national chains and 
local operators. 

Dr Pepper fountain syrup sales have realized 
consistent growth in recent years and 1976 sales 
were consistent with industry increases from the 
previous year. Sugar Free Dr Pepper fountain 
gallonage showed an impressive gain over 1975 
sales. 

The fountain aspect of the soft drink business has 
seen a trend in industry movement to a pressurized 
tank system. This not only applies to fast foods and 
restaurants but in servicing the traditional and still 
high-volume fountain syrup trade areas such as 
theatres and indoor and outdoor sports facilities. 
These are all primary locations for Dr Pepper single 
drink development 

In past years, Dr Pepper has not been totally 
competitive in the pressurized tank package yet still 
achieved growth equal to or greater than the 
industry. Much of the company’s marketing efforts in 
1976 were directed toward the development of a 
pressurized tank system. Great strides in this area 
were made last year and test results conducted in 
1976 supply the basis for a program in ensuing years 
that will increase Dr Peppers growth potential. 
Expansion of the program will continue in 1 977. 

With increased volume for Dr Pepper showing an 
upward turn in take-home packages, nationwide 
Dr Pepper fountain availabilities for Dr Pepper and 


Sugar Free Dr Pepper will add to the total growth 
potential in 1977. 

To provide better implementation of programs in 
the development of fountain sales, a fountain trade 
relations department was established in February, 

1977. Paralleling the objectives of its grocery trade 
relations counterpart, this new department will more 
effectively communicate the Dr Pepper success 
story at the fountain trade executive level. It will be 
managed and staffed by veteran Dr Pepper 
marketing personnel. 
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Vending 


Vending represents one of Dr Pepper’s most highly 
visible and permanent images for developing single 
drink consumer business. Dr Pepper has for the past 
five years been the industry’s number three vended 
soft drink. 

Approximately 40% of all soft drinks sold is through 
vending equipment. In some soft drink operations, 
vending accounts for as much as 50% of total case 
sales. 

Offering 24 hour sales potential in many market 
locations, vendors comprise a vital equipment 
inventory for bottlers and Dr Pepper’s equipment 
assistance program is one of the industry’s most 
respected and effective. 1976 was the most active 
year ever for Dr Pepper vendor placement as 
equipment purchases by bottlers reached record 
levels. 

Dr Pepper’s two-fold vending program objective 
last year was to underscore single drink 
development and motivate bottlers to invest in 
Dr Pepper-identified vendors, dispensers and 
coolers. An ambitious, comprehensive dollar 
incentive produced the most favorable equipment 
placement schedule in company history. 

Through April, 1976, bottlers had purchased more 
units of Dr Pepper-identified equipment than in any 
previous annual total. At the end of the year, 
equipment shipments to bottlers reflected a 166% 
gain over what was considered an attractive 
program year in 1975. 

Bottler dollar investment last year in exclusive or 
dual-identified Dr Pepper equipment reached an 
all-time high. Bottler dollars spent on Dr Pepper 
vendors, coolers, and dispensers exceeded any 
previous year and gave firm indication of the 
attractiveness and depth of Dr Pepper s equipment 
incentive program. 

The immediate and long-term benefit of vending 
equipment has been instrumental in building 
Dr Pepper’s single drink business particularly in 
newer markets where Dr Pepper is seeking initial 
brand awareness penetration. 

The increased number of equipment placements 
and subsequent sales gains in 1976 proved that 
when properly identified and made available, 

Dr Pepper will meet and surpass sales projections. 

Machines made available under the 1976 vendor 


assistance program will continue to make valuable 
contributions to future years’ sales. The increased 
visibility and sales of Dr Pepper, because of these 
machines, will quickly return monies spent in this 
well-timed program. 

Other data from 1976 revealed that when given 
vending opportunity equal to other brands, Sugar 
Free Dr Pepper will perform favorably. Market 
testing of Sugar Free Dr Pepper vending produced 
excellent results and continued testing in 1977 will 
more adequately measu re the sales potential of this 
rapidly growing diet soft drink. 
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CONSOLIDATED BALANCE SHEETS 

Dr Pepper Company and Subsidiaries 

December 31, 1976 and 1975 


1976 

Assets 

Current assets: 

Cash .$ 1,979,000 

Marketable securities - at cost, which approximates market (note 2) .... 29,880,000 
Receivables: 

Trade accounts (net of allowance for doubtful receivables of 

$296,000 in 1976 and $258,000 in 1975). 8,343,000 

Other notes and accounts ... 319,000 

inventories — at lower of cost (first-in, first-out) or market: 

Finished products .. 2,297,000 

Raw materials and supplies .. 2,733,000 

Prepaid expenses . 2,024,00 0 

Total current assets.. ..-. 47,575,000 


Marketable securities held for investment — at cost, approximate 

market value of $ 1 ,458,000 in 1 976 and $4,826,000 in 1975 (note 2) ... 1,511,000 

Notes receivable and other assets. 1,282,000 

Land held for investment, at cost (note 8). 1,787,000 

Property, plant and equipment — at cost: 

Land . 1,361,000 

Buildings and improvements . 6,803,000 

Machinery, equipment and furniture. 22,386,000 

30,550,000 

Less accumulated depreciation. 11,727,000 

Net property, plant and equipment ... 18,8 23,00 0 

ranchises, formulae and trademarks — at cost or nominal value (note 8) ... 3,871,000 


$74,849,000 


Liabilities and Stockholders’ Equity 

Current liabilities: 

Accounts payable and accrued expenses . $ 8,697,000 

Contracts and notes payable (note 8) . 5,188,000 

Federal and state income taxes ._ 3,492,0 00 

Total current liabilities . 17,377,000 

Stockholders’ equity (notes 3 and 4): 

Common stock without par value. Authorized 25,000.000 shares; issued 

19, 11 1 ,534 shares in 1976 and 1 9, 1 10,034 shares in 197 5 . 7,694,000 

Retained earnings . 49,77 8,000 

Total stockholders’ equity... 57,472,000 

Commitments (notes 4 and 8) _ 

$74,849,000 

See accompanying notes to consolidated financial statements. 


1975 


145,000 

21,676,000 


7,137,000 

453,000 

2,153,000 
2,210,000 
1,990,000 

35,764,000 


5,574,000 

738,000 

1,787,000 

279,000 

6,270,000 

18,126,000 

24,675,000 

10,421,000 
14,254,000 
27 1,000 
58,388,000 


6,321,000 

2,506,000 

8,827,000 


7,669,000 
41,892 ,000 

49,561,000 


58,388,000 


17 





















































CON SOLI DATE 5 STATEMENTS OF EARNINGS 
AND RETAINED EARNINGS 

Dr Pepper Company and Subsidiaries 

Years ended December 31,1976 and 197 5 


1976 

N et sales ... $ 151,801,000 

Cost of sales. 76,661,000 

Gross profit .. 75,140,000 

Administrative, marketing and general expenses . 47,2 69,000 

Operating profit . 27,871,000 

Other income, net. 1,8 30,000 

Earnings before income taxes.. 29,701,000 

Federal and state income taxes. I_4,1 71, 000 

Net earnings . 15,530,000 

Retained earnings at beginning of year . 4^,892,000 

57,422,000 


Dividends paid — $.40 per share in 1976 and 

$.31 V 2 per share in 1975 . 7,644,000 

Retained earnings at end of year . . $ 49,7 78,000 

Earnings per share . $ .8_1 

See accompanying notes to consolidated financial statements. 


1975 

138,250,000 

77,831,000 

60,419,000 
37J03 L 000 

22,716,000 
414,000 

23,130,000 
H,226X>00 

I 1,904,000 
36,007,000 

47,91 1,000 

6,019,000 
41,892.000 
.62 
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CONSOLIDATED STATEMENTS OF CHANGES IN 
FINANCIAL POSITION 


Dr Pepper Company and Subsidiaries 

Years ended December 31, 1976 and 197 5 


Sources of working capital: 

Net earnings. 

Add depredation which did not require working capital 

Working capital provided by operations .... 
Issuance of ,500 shares of common stock in 1976 

and 4,000 shares in 197 5 . 

Decrease in marketable securities held for investment . 
Decrease in notes receivable and other assets . 


Uses of working capital: 

Dividends on common stock. 

Additions to property, plant and equipment . 
Increase in notes receivable and other assets . 
Increase in franchises, formulae and trademarks 


Increase in working capital 


Changes in components of working capital: 
Increase (decrease) in current assets: 

Cash an marketable securities. 

Receivables.. 

Inventories .. 

Prepaid expenses . 


Increase in current liabilities: 

Accounts payable and accrued expenses. 

Contracts and notes payable ... 

Federal and state income taxes. 

Increase in working capital. 

See accompanying notes to consolidated financial statements. 


■>1 

1976 1975 

-j_'7 V' 

4 u 


$ 15 , 530,000 11,904,000 

2 , 672,000 - 2,259,000--" 

- - yy - -- 


- - ^ -- 

18 , 202,000 

>3 <h) 

25,000 

4 , 063,000 

14,163,000 

38,000 

2,583,000 

523,000 

22 , 290,000 

17,307,000 

7 , 644,000 

6,019,000 

7 , 241,000 

2,939,000 

544,000 

— 

3 , 600,000 

— 

19 , 029,000 

8,958,000 

$ 3 , 261,000 

8,349,000 


$ 10 , 038,000 

16,667,000 

1 , 072,000 

1,525,000) 

667,000 

(1,366,000) 

34,000 

(1,558,000) 

11 , 811,000 

12,218,000 

2 , 376,000 

1,437,000 

5 , 188,000 

— 

986,000 

2,432,000 

8 , 550,000 

3,869,000 

$ 3 , 261,000 

8,349,000 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Dr Pepper Company and Subsidiaries 

December 31, 1976 and 1975 


(1) Summary of significant accounting policies 

The consolidated financial statements comprise the 
accounts of the Company and its subsidiaries, all of 
which are wholly-owned. All material intercompany 
accounts, transactions and profits have been 
eliminated. 

The Company has a 50% interest in Dr Pepper Japan, 
Ltd,, a oint venture marketing Dr Pepper® in Japan. 
Dr Pepper Japan, Ltd. has a fiscal year ending 
November 30 and Dr Pepper Company accounts 
for its investment by the equity method. The 
investment and results of operations are not 
significant to Dr Pepper Company, 

The Company and its subsidiaries provide for 
depreciation of property, plant and equipment 
acquired prior to 1974 on a straight-line basis for 
both financial and Federal income tax reporting. For 
Federal income tax purposes an accelerated 
depredation method is being used for subsequent 
additions. Deferred Federal income taxes, 
investment tax credits and state income taxes are 
not significant investment tax credits are recorded 
as a reduction of Federal income tax expense in the 
year realized. The Company uses the inventory 
method of accounting for returnable containers. 

Franchise value acquired in 1976 (see note 8) will be 
amortized over forty years commencing in 1977. 
The remaining intangible assets are not amortized 
because management Is of the opinion that the 
assets have unlimited terms of existence. 

Earnings per share of common stock are based on 
the n umber of shares outs tanding at the end of each 
year. Reported earnings per share would not be 
materially changed if the computations of earnings 
per share were based on the weighted average 
number of shares outstanding and contingent 
issuances of common stock were included, 

(2) Marketable securities 

Marketable securities included in current assets at 
December 3 1, 1976 and 1975 consisted primarily 
of United States Treasury obligations. Included in 
current assets at December 31, 1976 is a City of 
New York general obligation bond with approximate 
cost and par value of $500,000 due May 1, 1977, 
Noncurrent marketable securities at December 31, 

1976 include a $500,000 City of New York general 


obligation bond due in 1978. 

(3) Stock option plan 

The Company has in effect a qualified stock option 
plan under which the Board of Directors may grant 
options to selected employees to purchase 
common stock of the Company. The exercise price 
of options granted under the plan may not be less 
than the quoted market price at date of grant, and 
the options expire five years from date of grant. At 
December 31, 1976, options were outstanding to 
purchase 87,900 shares (100,500 shares in 1975) 
at prices ranging from $ 10.75 to $27.75 per share 
($ 1,845,000 aggregate). Of the outstanding 
options, 66,750 shares are currently exercisable 
(58,970shares in 1975). During 1976, options were 
exercised for 1,500 shares at $ 16,625 per share 
($25,000 aggregate); and during 1975 options 
were exercised for 4,000 shares at $9.50 per share 
($38,000 aggregate). At December 31,1976, there 
were 84,950 unoptioned shares available for option 
under the plan. 

(4) Long term incentive compensation plan 

On April 20, 1976, Dr Pepper Company 
shareholders approved the adoption of the 
Long-term Incentive Compensation Plan which 
included a long-term nonqualified stock option plan 
and a contingent performance award plan for key 
management. The Plan is administered by a 
committee of the Board of Directors whose 
members are neither officers, employees nor 
participants under the Plan. Nonqualified stock 
options and/or performance awards can be granted 
each year beginning in 1976 and continuing 
through 1985. A total of 500,000 shares of 
Dr Pepper common stock is available for 
nonqualified stock options or performance awards. 
The exercise price of options granted under the Plan 
may not be less than the quoted market price at date 
of grant, and the options expire ten years from the 
date of grant or at an earlier date if specified. 

Contingent performance awards are to be earned 
over a five-year Award Period and payable at the end 
of that period in cash, Dr Pepper common stock, or 
both as determined by the Committee The amount, 
if any, which will be payable is determined by the 
degree of achievement of five-year corporate 
performance goals. A new five-year Award Period 
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will begin each year through 1985, At 
December 31, 1976, performance awards for the 
1976 Award Period in the form of cash awards 
aggregating $367,000 have been granted to 
participants of the Plan and are being accrued and 
will be paid based upon corporate performance 
goals attained for the five-year Award Period. Also 
performance awards in the form of nonqualified 
stock options to purchase 1 1,942 shares of 
Dr Pepper Company common stock at $ 15.37 5 per 
share {$ 184,000 aggregate) will be granted based 
upon corporate performance goals attained for the 
five-year Award Period. 

In addition to the above, nonqualified stock options 
were granted on April 20,1976 to purchase 25,235 
shares of Dr Pepper common stock at a price of 
$ 15.375 per share ($388,000 aggregate). All of 
these nonqualified stock options were outstanding 
at December 31,1976 and become fully 
exercisable on April 20, 1977. 

(5) Pension Plan 

The Company and its subsidiaries provide a funded 
pension plan for employees. The companies 
converted, effective Januaiy 1,197 5, from their prior 
pension plan to a plan which conforms to current 
provisions of The Employee Retirement Income 
Security Act of 1974. In connection with the change 
in the plan, the plan year-end was changed in 1975 
from June 30 to December 31 and 1975 pension 
expense (for six months) aggregated $219,000, 
which includes amortization of past service cost 
over a period of 40 years. Pension expense in 1976 
aggregated $465,000. The companies expect to 
continue the plan indefinitely but have the right to 
discontinue it at any time. The assets of the plan 
exceeded the actuarialiy computed vested benefits 
as of December 31, 1976. Unfunded past service 
costs amounted to approximately $2,400,000 at 
December 31, 1976. 

(6) Merger 

On February 23, 1977, shareholders of Dr Pepper 
Bottling Company of Southern California (Bottling) 
approved the merger agreement with the Company 
whereby the Company will issue 8/10 of a share 
of common stock for each share of Bottling's 
common stock outstanding. The Company will issue 
a maximum of 1,088,000 shares for all of Bottling’s 
shares outstanding. The merger will be accounted 
for as a pooling of interests. 

If the merger had been consummated at the 
beginning of the two years ended December 31, 


1976, certain unaudited pro forma financial data 
would have been as follows (000 omitted except 
per share amounts): 

Pro forma 


year ended 
December 31 
1976 J975 

Net sales.. $1 87,216 171,862 

Gross profit. $ 91,574 74,63 1 


Earnings from continuing 

operations.. 17,592 

Earnings (loss) from 

discontinued operations 

of Bottling. . 193 

Net earnings. $ 17,785 

Per share of common stock: 

Earnings from continuing 

operations. $ .87 

Earnings (loss) from 
discontinued operations 
of Bottling.. .01 

Net earnings. $ .88 


f 2,885 


(1,950) 

10,935 


.64 



(7) Summary of quarterly financial data 

The following quarterly financial information is 
unaudited, however, in the opinion of management 
all adjustments (none of which were other than 
normal recurring accruals) necessary to a fair 
statement of the results of operations for the interim 
periods have been included (000 omitted except 
per share amounts): 

Three months ended 


Mar. 31 

June 30 

Sept 30 

Dec. 31 

1976 

1976 

1976 

1976 

Net sales .$33,240 

41,238 

44,348 

32,975 

Gross profit ,$17,366 

20,005 

21,375 

16,394 

Net earnings ..$ 3,513 

4,199 

4,719 

3,099 

Net earnings 




per share of 




common 




stock ....... $ A 8 

.22 

.25 

.16 


(8) Commitments 

(a) New production and distribution facility 

A new production and distribution facility to 
serve the bottling operations for the 
Dallas-Fort Worth metroplex is under 
construction and is scheduled for completion 
in early 1978 at an estimated cost of 
$ 15,000,000, including land, building and 


























































equipment. At December 31, 1976, land had 
been acquired for approximately $ 1,087,000 
(for cash and a 6% note payable January 30, 

1977 for $758,000). At January 31,1977, 
commitments had been entered into for 
construction and equipment totaling 
approximately $3,300,000. 

Land previously purchased, but w lich will not 
be used, for the site of the new facility has been 
reclassified to land held for investment in the 
accompanying consolidated balance sheets. 

(b) Purchase of Houston operations 

On December 29, 1976, the Company 
entered into an agreement with i epsico, Inc., 
and Union Bottling Works, Inc., a 
wholly-owned subsidiary of Pepsico, Inc., to 
purchase, as of December 31, 1976, the 
Dr Pepper operations in Houston, Texas, for 
approximately $4,430,000. Of this amount, 
$830,000 represented bottles and cases 
purchased and the Company signed an SV 4 % 
note for the balance of $3,600,000 (the value 
of the franchise operations) payab e on April 
30, 1977. The Company also has contracted 
to purchase on April 30, 1977 the 
Dr Pepper-identified inventory, vendors, and 
fleet vehicles at an estimated cost of 
$ 1,570,000. The seller will continue to market 
Dr Pepper products in the Houston area until 
April 30, 197 7 unless both the Dr Pepper and 
Pepsi-Cola operations are together sold to a 
third party acceptable to the Company and to 
Pepsico, Inc. If such a sale is completed, the 
aforementioned note is to be cancelled. 


ACCOUNTANTS’ REPORT 

The Board of Directors 
Dr Pepper Company: 

We have examined the consolidated balance sheets 
of Dr Pepper Company and subsidiaries as of 
December 31, 1976 and 1975, and the related 
consolidated statements of earnings and retained 
earnings and changes in financial position for the 
years then ended. Our examination was made in 
accordance with generally accepted auditing 
standards, and accordingly included such tests of 
the accounting records and such other auditing 
procedures as we considered necessary in the 
circumstances. 

In our opinion, the aforementioned consolidated 
financial statements present fairly the financial 
position of Dr Pepper Company and subsidiaries at 
December 31, 1976 and 197 5, and the results of 
their operations and the changes in their financial 
position for the years then ended, in conformity with 
generally accepted accounting principles applied on 
a consistent basis. 

i aa<*« ‘JL. '? r yi/L&*AjvU 

Dallas, Texas 
January 31, 1977 
(February 23, 1977 as to note 6) 


DISTRIBUTION OF REVENUE 


46 ¥< % Raw materials 
and packaging 



19 3 /4% Promotion, advertising 
and expansion 


9 3 /*% Payrolls 


9 '4 % Taxes on income 


%Vi% Depreciation and maintenance 
t i l*% Other operating expenses 

- 5% Dividends 

- 5 'U % Retained in business 
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MANAGEMENT’S COMMENTARY AND ANALYSIS 


Net sales increased 9.8% in 1976 versus 1975 and 
1975 net sales were up 7.8% above those of 

1974. However, unit volume in 19 was up 
more than 15% auove that in 1975 after only a 
modest gain in 1975 over 1974. The difference in 
unit sales gains and do.lar sales gains results om 
price declines that began in mid-1975 and from 
some slight changes in the sales mix. 

Cost of sales decreased by 1.5% in 1976 as 
compared to 1975 versus an increase of 4.2% in 
1975 over 1974. These modest changes reflect 
the continuing decrease in raw materials costs, 
primarily sweeteners, which began in mid-197 5. 
Cost of sales stated as a percent of net sales 
decreased in 1976 to 50.5% as compared to 
56.3% in 1975 and 58.2% in 1974. 

There was a 25.4% increase in administrative, 
marketing and general expenses in 1976 over 

1975. In addition to higher costs incurred for 
salary increases, new personne and general 
expense items, the marketing expenditures have 
increased significantly to accommodate the 
increased activity in promoting Dr Pepper- and 
Sugar Free Dr Pepper.® 

Miscellaneous income in 1976 increased by 
$ 1,416,000 or 342.0% over 1975 s results. This is 
in contrast to a 63.1 % decrease in 1975. The 
improvement in 1976 can be attributed to an 
increase in interest income from $1,142,000 in 

1975 to $ 1,761,000 in 1976. Additionally, the 
losses incurred from the Japan operations were 
ess than in 197 . Other items which adversely 
affected miscellaneous income in 1975 but not 

1976 were the disposal of certain obsolete 
equipment at a loss and a provision for taxes 
which were assessed for prior years. 

Federal and state income taxes increased 26.2% in 
1976 over 1975 and 31.1% in 1975 over 1974. 
The effective tax rate decreased in 1976 to 47.7% 
as compared to 48.5% in 1975. The rate in 1974 
was 46.4%. The slight decrease in 1976 can be 
attributed to increases in allowable investment tax 
credits and a reduction in losses incurred by 
Dr Pepper Japan, Ltd. which are not deductible for 
taxes. Items which increased the rate in 1975 and 
which also had the same effect on 1976 were 
increases in the provision for state income taxes 
and a reduction in tax exempt investment income. 
Non-deductible losses for Dr Pepper Japan, Ltd. 


were also higher in 1975 than 1 974. 

Net earnings increased $3,626,000 in 1976 
versus 1 )75, an increase of 30.5%. items directly 
contributing to this increase were increased sales 
and miscellaneous income as well as reductions in 
raw materials which caused cost of sales to 
decrease slightly. In 1974, net earnings increased 
20.2% with principal contributors being net sales 
and small increases in both cost of sales and 
administrative, marketing and general expenses. 
The profit margin for 1976 was 10.2% as 
compared to 8.6% in 1975 and 7.7% in 1974. The 
profit margin percentage in 1 >76 was the highest 
achieved since 1972. 

Dividends: The Company has paid a quarterly 
dividend for 188 consecutive quarters. The annual 
payout ratio since 1 >72 has varied between 53 
and 64% of the prior year’s earnings. During 1976, 
dividends per share were increased by 27%, the 
largest single year’s increase since 1972. This 
increase represents a payout of 64% of 1975 
earnings. It is the Company’s present intention to 
continue paying out approximately 60% of its prior 
year’s earnings in dividends to its shareholders. A 
quarterly comparison of dividends paid in 1976 
and 1975 on a per share basis is as follows: 



1976 

1975 

1 st Quarter . 

90 

702 0 

2nd Quarter. 

. 100 

702 0 

3rd Quarter . 

. 100 

7020 

4th Quarter .. 

. 110 

9 0 

TOTAL . 

.. 400 

3 1 020 


Market price of common stock: The common 
stock of Dr Pepper Company has been listed on 
the New York Stock Exchange since March 18, 

1946. The table below shows reported high and 
low sales price of these securities for the periods 
indicated: 

1976 1975 



High 

Low 

High 

Low 

1 st Quarter ... 

$17% 

11 

$13 

7 

2nd Quarter .. 

1602 

1302 

1 5 Ve 

1 1 04 

3rd Quarter ... 

1704 

1402 

1204 

804 

4th Quarter ... 

1504 

12 7 /s 

1204 

904 


K 
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BOARD OF DIRECTORS 



Cummins Roberson Clements Vaughn Stemmons Gooding 
White Giblin McNamara Thompson Hunt Cox Cullum 



FIVE YEAR SUMMARY OF OPERATIONS 

(in thousands except for per share amounts) 


Operating Results 

Net sides. 

Cost of sales. 

1976 

$ 151,801 

76,661 

1975 

138,250 

77,831 

1974 

128,300 

74,660 

1973 

98,918 
50,791 

1972 

82,038 

38,860 

Gross profit. 

75,140 

60,419 

53,640 

48,127 

43,178 

Administrative, marketing 

and general expenses . 

47,269 

37,703 

36,297 

31,262 

28,343 

Operating profit. 

27,871 

22,716 

17,343 

16,865 

14,835 

Other income, net. 

1,830 

414 

1,122 

1,503 

847 

Earnings before income taxes. 

29,701 

23,130 

18,465 

18,368 

1 5,682 

Income taxes . 

14,171 

1 1,226 

8,563 

8,632 

7,493 

Net earnings. 

$ 15,530 

1 1,904 

9,902 

9,736 

8,189 


Balance Sheet Data 


urrent assets . 

. $ 

47,575 

35,764 

23,546 

32,069 

26,474 

Current liabilities. 


17,377 

8,827 

4,958 

7,248 

6,076 

Working capital . 


30,198 

26,937 

18,588 

24,821 

20,398 

Fixed assets, net. 


18,823 

14,254 

13,689 

1 1,297 

9,393 

Other assets. 


8,451 

8,370 

1 13 60 

2,052 

1,816 

Stockholders’ equity . 


57,472 

49,561 

43,637 

38,170 

3 1,607 

Common Stock Data 

Earnings per share . 

$ 

.81 

.62 

.52 

.51 

.43 

Dividends per share. 


.40 

.31 Vz 

.28 

.22% 

.20 4 /s 

Book value per share. 


3.01 

2.59 

2.28 

2.01 

1.67 

Shares outstanding . 


19,112 

19,1 10 

19,106 

18,999 

18,870 
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DIVIDEND REINVESTMENT PROGRAM 

With the December 1, 1976 dividend payment 
Dr Pepper Company initiated its dividend 
reinvestment program, the Automatic Stock 
Purchase Plan, administered by The Chase 
Manhattan Bank, N.A. The voluntary program 
also enables shareholders to invest additional 
cash quarterly for shares of Dr Pepper common 
stock. At the start of 1977, more than 2,000 
shareholders were participating in the 
Automatic Stock Purchase Plan, for more 
information about the Plan please remit the 
reply card enclosed in this report 



Dr Pepper Company 
5523 E, Mockingbird Lane 
P*0. Box 5086 
Dallas, Texas 75222 






